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Compilation and Review Alert—1994
Introduction
The Compilation and Review Alert—1994 is a nonauthoritative practice
aid designed to help accountants plan their 1994 compilation and
review engagements. It clarifies certain existing professional stand
ards, suggests ways of implementing Statements on Standards for
Accounting and Review Services (SSARS) in unusual circumstances,
points out pitfalls that frequently occur in compilation and review
engagements, and summarizes new professional pronouncements.
It's O n ly a C om p ilation
Some practitioners believe that the requirements for a compilation
engagement are limited to reading a client's financial statements and
attaching a compilation report to them. Although a compilation report
provides no assurance that the financial statements are in conformity
with generally accepted accounting principles (GAAP), SSARS No. 1,
Compilation and Review of Financial Statements (AICPA, Professional Stand
ards, vol. 2, AR sec. 100), requires that the accountant perform certain
procedures when compiling financial statements and go beyond those
procedures if he or she has concerns about information supplied
by a client.
To compile financial statements, the accountant must either have or
obtain a general understanding of the nature of the entity's business
transactions, the form of its accounting records, the stated qualifica
tions of its accounting personnel, the accounting basis of the financial
statements, and the form and content of the financial statements. The
accountant must also either have or obtain knowledge of the accounting
principles and practices of the industry in which the entity operates.
After obtaining this information, SSARS No. 1 requires the accountant
to consider whether it will be necessary to perform other accounting
services to compile the financial statements. For example, an accountant
may be engaged to compile GAAP financial statements for a client
whose only accounting records are a checkbook. If the client's
employees are unable to perform accounting functions beyond the
level of checkbook maintenance, the accountant will need to classify
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the checkbook receipts and disbursements into appropriate generalledger accounts (based on the client's description of the transactions),
summarize the information, and prepare an unadjusted trial balance.
After obtaining additional information from the client, the accountant
will need to adjust the trial balance to record accruals, deferrals, reclas
sifications, and other adjusting entries. The accountant is finally ready
to compile the financial statements.
The accountant reads the financial statements and determines
whether they are appropriate in form for an entity operating in that
industry. If the accountant becomes aware that information supplied
by the client or in the financial statements is incorrect, incomplete, or
otherwise unsatisfactory, he or she must obtain additional or revised
information. The accountant may not ignore questionable information
in the financial statements because the engagement is "only a compila
tion." The standards require a higher level of performance.
Although the standards for a compilation are modest compared with
those for an audit or review, they require a CPA to approach the engage
ment armed with the knowledge and understanding required by
SSARS No. 1 and the professional competence and due care required
by the General Standards of the AICPA Code of Professional Conduct
(AICPA, Professional Standards, vol. 2, ET sec. 201). This preparation and
expertise provide a CPA with a heightened awareness when reading
the financial statements, and ultimately confer value on the accoun
tant's compilation report.
T ailoring an E n gagem en t to M eet a C lien t's N eeds
The accounting profession recognizes that different entities have
different accounting needs and has developed standards that enable
CPAs to provide a range of financial-statement services to companies.
The reports on audited, reviewed, and compiled financial statements
provide different levels of assurance. In general, providing a higher level
of assurance entails performing additional procedures. For example,
SSARS No. 1 requires that an accountant perform inquiries and analyt
ical procedures in a review engagement. Since these procedures are not
required in a compilation engagement, reviewed financial statements
will usually cost more than compiled financial statements. For this
reason, a CPA should carefully consider a client's needs before recom
mending a level of service.
Questions that a CPA should consider when determining the type of
engagement to perform include the following.
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• Is the accountant independent? If the CPA is not independent of a
client, he or she may issue a compilation report that discloses his
or her lack of independence. If the client needs reviewed financial
statements, however, a CPA who is not independent should recom
mend that another CPA provide the review service.
• Who will use the financial statements ? Most unaudited financial state
ments of nonpublic companies are prepared for one of three
groups of users: management, owners, and banks and other credi
tors. The appropriate level of assurance for each user will vary with
the circumstances; however, the following three generalizations
can be made:
1. In general, compiled financial statements will usually be suffi
cient for management's use, especially for interim periods.
2. Owners who are not active in management would probably
prefer to receive reviewed statements, at least annually.
3. Banks and other creditors usually want as much assurance as
they can get.
If management or owners are the users, agreeing on what is best
for the client is basically a matter of proper communication. The
CPA should give the client the opportunity to state the services
that he or she believes are needed. The CPA should explain the
differences between the engagements in terms of procedures,
reports, and costs; make a recommendation; and then permit the
client to select the level of service desired.
• Have bankers or other creditors made specific requests for services? If
banks or other creditors are involved, that which is best for the client
often becomes secondary to that which is best for the creditor. In
many cases, the CPA will be able to influence the banker and
perhaps save the client unnecessary fees by properly explaining
the difference between compiled and reviewed financial state
ments, and reviewed and audited financial statements. The CPA
should also keep in mind that he or she may be able to tailor the
engagement to meet the creditor's needs. For instance, a banker
whose loan is collateralized by accounts receivable may request
an audit because the banker wants the CPA to confirm accounts
receivable. Reviewed or compiled financial statements and a
separate agreed-upon procedures report on accounts receivable
might be acceptable to the banker and will probably save the client
money. See Statement on Auditing Standards (SAS) No. 35, Special
Reports—Applying Agreed-Upon Procedures to Specified Elements,
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Accounts, or Items of a Financial Statement (AICPA, Professional Stand
ards, vol. 1, AU sec. 622).1
• Will comparative financial statements be needed? Presenting finan
cial statements in comparative form with prior-period financial
statements generally enhances the usefulness of the financial state
ments.2 However, reporting on comparative financial statements
can be complicated under SSARS No. 2, Reporting on Comparative
Financial Statements (AICPA, Professional Standards, vol. 2, AR sec.
200). A change in the level of service (for example, 19X1 reviewed,
19X2 compiled) or a change of accountants can create reporting
problems that the accountant should consider before recommend
ing comparative financial statements to a client.
Financial statements with substantially all disclosures omitted are
not comparable to financial statements that include such disclo
sures. SSARS No. 1 allows substantially all disclosures to be omitted
only for compiled financial statements. If the 19X1 financial state
ments are compiled and omit substantially all disclosures, the
accountant has only two options that will allow him or her to report
on comparative financial statements for 19X2. The accountant may
either compile the 19X2 financial statements and omit substan
tially all disclosures, or recompile the 19X1 financial statements to
include disclosures. These considerations should be evaluated
before defining the engagement level or setting the fee.
Each practitioner offering compilation or review services assumes
important educational responsibilities to existing and potential clients.
Explaining the differences among compilations, reviews, and audits
helps the client make an intelligent assessment of the services needed
and increases the probability that the client will be satisfied with the
service. The AICPA has published a pamphlet titled Understanding

1The Auditing Standards Board (ASB) is considering am endment to or expan
sion of the performance and reporting guidance in professional standards that
address agreed-upon procedures engagements. Recently, the ASB voted to expose
two agreed-upon procedures documents. The first docum ent is a proposed SAS
titled Engagements to Apply Agreed-Upon Procedures to Specified Elements, Accounts,
or Items of a Financial Statement. This docum ent would supersede SAS No. 35. The
second docum ent is a proposed Statement on Standards for Attestation Engage
ments (SSAE) titled Agreed-Upon Procedures Engagements. This docum ent would
supersede paragraphs 44, and 59 through 62 of SSAE No. 1, "Attestation Stand
ards" (AICPA, Professional Standards, vol. 1, AT sec. 100).
2Paragraph 2 of chapter 2A, "Comparative Financial Statements," of Accounting
Research Bulletin No. 43, Restatement and Revision of Accounting Research Bulletins,
recommends, but does not require, presentation of comparative financial statements.
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Compilation, Review, and Audit that explains the differences among
these engagements (Product No. 338567ZW, $23 per 100 copies for
members, $25 per 100 copies for nonmembers). Copies of this pam
phlet may be ordered from the AICPA Order Department. For ordering
information, see page 47 under "Order Department."
In d ep en d en ce and C lient Services
For many small businesses, the CPA serves as the primary business
consultant and may unknowingly provide services ancillary to a
compilation or review engagement that impair the accountant's
independence. A CPA is precluded from issuing an audit or review
report on the financial statements of an entity to which he or she is
not independent, but may compile such financial statements. If the
accountant is not independent in a compilation engagement, the
following paragraph should be added to the compilation report:
I am (We are) not independent with respect to XYZ Company.
The following are examples of client services that might impair an
accountant's independence if performed during the period covered by
the financial statements, during the engagement period or at the time
an opinion is expressed:
• Serving as a director or officer of the client organization
• Acting in any capacity equivalent to a member of the client's man
agement or an employee
• Serving as a trustee of a client's pension or profit-sharing trust
• Having the authorization to sign or cosign checks on a client's bank
account, even if such activity is never performed
• Providing valuation or actuarial services to a client if significant
judgments are not made or approved by the client or if the client
is not in a position to have informed judgment about the results of
the services
• Providing services to a client involving the hiring of personnel in
which the accountant has undue involvement in or identification
with management functions; for example, making hiring decisions
and supervising client personnel beyond the initial instruction
and training period
• Providing payroll services to a client if the accountant assumes
the role of management (Management, not the accountant, is
responsible for determining which employees are to be paid and
the amounts they will be paid. The accountant may calculate the
9

payroll, transmit payroll information to a payroll service, record
the payroll, and complete payroll tax returns based on information
provided by management. However, the accountant should not
sign payroll checks or payroll tax returns.)
• Providing manual or computer bookkeeping or data processing
services to a client in a manner that impairs the accountant's inde
pendence; Paragraph 5 of Rule 101 of the AICPA Code of Professional
Conduct (AICPA, Professional Standards, vol. 2, ET sec. 101), states
that a practitioner providing such services to a client must meet the
following three requirements to be considered independent:
1. The client must accept responsibility for the financial statements
as his or her own. This means that the client must be sufficiently
informed about the entity's activities, financial condition, and
the applicable accounting principles used to record transactions.
If management is not sufficiently informed about such matters,
the CPA should discuss them with the client.
2. The accountant must not assume the role of either employee or
management. For example, the accountant should not execute
transactions, have custody of assets, or exercise authority on behalf
of the client. The client must prepare the source documents for
transactions in sufficient detail to clearly identify the nature and
amount of the transactions. The accountant should not make
changes to this basic data without the concurrence of the client.
3. If financial statements are prepared from books and records that
the accountant has maintained, the accountant must comply with
the applicable standards for audits, reviews, or compilations.
Exclusions From Statem ents o n Standards for
A ccounting and Review Services
CPAs often provide accounting services that do not involve financialstatement preparation. As noted in paragraph 2 of SSARS No. 1, such
services are not subject to the reporting and procedural standards of
SSARS No. 1. Examples of accounting services that are not covered by
SSARS are addressed in the following sections.

Manual or Automated Bookkeeping Services
The primary purpose of this service is to keep the client's books up-todate. If the accountant uses computer software that generates financial
statements as a by-product of the general-ledger updating, and the
accountant submits these financial statements to the client, SSARS No. 1
10

is applicable and the accountant is required to at least compile the finan
cial statements. To avoid having to compile the financial statements,
the accountant could destroy the financial statements and provide the
client with only the journals, general ledger, and trial balance.

Preparation of a Working Trial Balance
This service is excluded from the applicability of SSARS No. 1;
however, some accounting software packages produce financial
presentations that blur the distinction between a financial statement
and a trial balance because they contain attributes of both types of
presentations. Such presentations have the potential to mislead
financial statement users who may make decisions based on them.
Interpretation No. 15 of SSARS No. 1, Differentiating a Financial State
ment Presentation From a Trial Balance, helps accountants evaluate such
presentations by summarizing and comparing financial-statement and
trial-balance attributes. If an accountant concludes that a presentation
cannot easily be identified as either a financial statement or a trial
balance, the accountant should modify the presentation to conform
with the attributes of the intended presentation.

Assistance in Adjusting the Books of Account
Accountants frequently prepare standard monthly journal entries
for their clients, such as entries to record depreciation or the expiration
of prepaid expense. They may also propose, either orally or in written
form, correcting journal entries or disclosures to the financial state
ments. Paragraph 7 of SSARS No. 1 states that these activities do not
constitute a submission of financial statements and are, therefore,
excluded from SSARS. If, however, the accountant makes changes
directly to client-prepared financial statements that materially change
account classification, amounts, or disclosures, the accountant is
considered to have submitted the financial statements and is required
to at least compile them.

Tax Return Preparation
Interpretation No. 10 of SSARS No. 1, Reporting on Tax Returns, states
that SSARS impose no requirement on an accountant to report on
financial information contained in a tax return. Accordingly, if a client
submits a copy of an accountant-prepared tax return to a banker, the
accountant is not required to follow the provisions of SSARS No. 1.
However, if the accountant prepares financial statements based on
information in the tax return, he or she must comply with the require
ments of SSARS No. 1.
11

U se of th e Term U naudited in
C om p iled or Review ed Financial Statem ents
SSARS are generally applicable to compiled or reviewed financial state
ments of nonpublic entities, while Statements on Auditing Standards are
applicable to audits of all entities and reviews of public companies. Prior
to the issuance of SSARS No. 1, one set of standards was applicable to all
entities. These standards provided for audited and unaudited financial
statements. If the accountant had not applied auditing procedures to
financial statements or had applied procedures that were not sufficient
for him or her to opine on them, the statements were considered
unaudited. If a CPA was associated with unaudited financial state
ments (for example, the financial statements were printed on the CPAs
letterhead or on paper bearing the CPAs watermark), the accountant
was required to issue a disclaimer and mark each page of the financial
statements, "Unaudited—See accompanying disclaimer of opinion."
Today, SSARS No. 1 requires that each page of compiled or reviewed
financial statements include a reference such as "See Accountant's
Compilation (Review) Report," but does not require that each page
of the financial statements be marked, "Unaudited." Even so, many
CPAs continue the practice of marking compiled or reviewed financial
statements, "Unaudited." The AICPA's Auditing Standards Division
recommends that this practice be discontinued in reporting on finan
cial statements of nonpublic entities because it is a practice associated
with a standard that is no longer in existence and also because it does
not communicate to readers the financial-statement service that has
been performed.
Although the standards have changed, there are still instances in
which accountants may wish to disassociate themselves from certain
financial statements. To do so, the accountant must request that his or
her client inform financial-statement users that the accountant is not
associated with such financial statements. For example, paragraph 3 of
SSARS No. 2, Reporting on Comparative Financial Statements (AICPA,
Professional Standards, vol. 2, AR sec. 200), states that client-prepared
financial statements, for a period that the accountant has not reported
on, may be included on separate pages of a document, such as an
annual report or a loan prospectus, that also contains financial state
ments of periods that the accountant has reported on. In this situation,
the client-prepared financial statements must be accompanied by an
indication, from the client, that the accountant has not audited,
reviewed, or compiled the financial statements and assumes no
responsibility for them. The document should not, however, present
client-prepared financial statements in columnar form beside
compiled or reviewed financial statements unless the accountant has
audited, reviewed, or compiled each of the statements.
12

G oin g-C oncern C onsiderations
Continuation of an entity as a going concern is assumed in financial
reporting in the absence of information to the contrary; however, busi
ness failure is not an uncommon occurrence and may be a matter for
consideration in a compilation or review engagement.
Paragraphs 10 and 11 of SAS No. 59, The Auditor's Consideration of an
Entity's Ability to Continue as a Going Concern (AICPA, Professional Stand
ards, vol. 1, AU sec. 341), provide guidance on evaluating the adequacy
of going-concern disclosure in financial statements, and indirectly
establish the disclosure requirements for going-concern matters.
Although this guidance is located in an auditing standard, SAS No. 59
is the only source of authoritative accounting guidance for goingconcern disclosure. Footnote 18 of SSARS No. 1 directs the accountant
to paragraphs 10 and 11 of SAS No. 59 for guidance on evaluating the
adequacy of going-concern disclosure. Accordingly, the disclosure
requirements in paragraphs 9 and 10 of SAS No. 59 apply to compiled,
reviewed, and audited financial statements. Items to be considered for
inclusion in going-concern financial statement disclosure are—
• Pertinent conditions and events giving rise to the going-concern
matter.
• The possible effects of such conditions and events.
• Management's evaluation of the significance of those conditions
and events and any mitigating factors.
• Possible discontinuance of operations.
• Management's plans (including relevant prospective financial
information).
• Information about the recoverability or classification of recorded
asset amounts or the amounts or classification of liabilities.
The omission of going-concern disclosure from full-disclosure finan
cial statements is a departure from GAAP. If the financial statements
are not revised to include the appropriate disclosure, the accountant
should add a paragraph to the report describing the departure from
GAAP, as required by paragraphs 39 and 40 of SSARS No. 1.
Footnote 18 of SSARS No. 1 indicates that if financial statements
include appropriate disclosure about a going-concern matter, the
accountant is not required to modify the standard compilation or
review report; however, footnote 18 also indicates that nothing in
SSARS precludes the accountant from emphasizing a matter concern
ing the financial statements in a separate paragraph of the report.
Interpretation No. 11 of SSARS No. 1, Reporting on Uncertainties,
provides the following example of a paragraph that could be added
13

to a compilation or review report if the accountant elects to emphasize
a going-concern matter that has been properly disclosed in the finan
cial statements:
As discussed in Note X, certain conditions indicate that the
Company may be unable to continue as a going concern. The
accompanying financial statements do not include any adjust
ments to the financial statements that might be necessary should
the Company be unable to continue as a going concern.
SAS No. 59 requires that the terms substantial doubt and going concern
be used in a going-concern explanatory paragraph when the auditor
concludes that substantial doubt exists. The auditor makes a determi
nation about substantial doubt based on evidence obtained from an
audit—not from compilation or review procedures. Accordingly, the
phrase substantial doubt about the entity's ability to continue as a going
concern is reserved for audit reports and should not be used in an
emphasis-of-a-matter paragraph of a compilation or review report.
After receiving a compilation or review report that contains a
going-concern-emphasis-of-a-matter paragraph, a client may ask the
accountant to reissue the report and eliminate the paragraph from the
report. Such requests usually occur after the situation giving rise to
doubt about the entity's ability to continue as a going concern has been
resolved, for example, after an entity obtains financing. Although
there is no authoritative guidance for this situation, the AICPA's Audit
ing Standards Division advises accountants to proceed cautiously
before complying with such a request. An accountant is not obligated
to reissue a report on financial statements; however, if the accountant
elects to perform such an engagement, he or she should perform the
following procedures when determining whether to eliminate the goingconcern-emphasis-of-a-matter paragraph from the reissued report.
• Obtain information about the mitigating event or transaction that
prompted the client's request for a reissued report.
• Reassess the going-concern status of the entity at the date of reissu
ance in light of conditions and circumstances existing at that date.
R epresentation Letters in Interim
SSA RS Review E ngagem ents
SSARS No. 7, Omnibus Statement on Standards for Accounting and Review
Services—1992 (AICPA, 1992) was issued in November 1992 and makes
obtaining a representation letter a required, rather than an optional,
procedure in a SSARS review engagement.
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Practitioners have asked whether this requirement is applicable to
reviews of interim financial statements and whether a client must
provide the accountant with twelve separate representation letters if
monthly financial statements are reviewed. The answer to this question
is yes. Obtaining a representation letter is a required step in every review
engagement. Each review engagement must stand on its own and the
negative assurance provided in the accountant's review report is predi
cated on the client's consideration of the matters included in the
representation letter. For management, a representation letter serves as
a memory jogger as well as a reminder of its responsibility for the finan
cial statements.
To familiarize clients with the purpose and contents of a representa
tion letter, the Auditing Standards Division of the AICPA has prepared
a pamphlet entitled The Representation Letter in a SSARS Review Engage
ment. The pamphlet is intended for clients who are unfamiliar with
representation letters and may not have been asked to sign one before.
Pamphlets may be ordered from the AICPA Order Department (Product
No. 055120ZW, $17 per 25 copies for members/$19 per 25 copies for
nonmembers). For ordering information, see page 47 under "Order
Department."
W h en to W ithdraw From a SSA RS Engagem en t
A CPA who begins an engagement ordinarily expects to complete the
engagement without any significant problems. However, in certain
circumstances, a CPA may need to consider withdrawing from the
engagement. Withdrawing from an engagement may expose the CPA
to legal action by the client; accordingly, a CPA should consult with
legal counsel when considering such an action. SSARS No. 1 indicates
that a CPA should consider withdrawing from an engagement in the
following circumstances.
• The CPA determines that he or she does not have and cannot
obtain sufficient knowledge of the client's business or industry to
compile financial statements that are appropriate in form for an
entity operating in that industry.
• The accountant has become aware that information supplied
by the client is incorrect, incomplete, or otherwise unsatisfactory,
and the client refuses or is unable to provide additional or revised
information.
• Disclosures have been omitted from the financial statements, and
the CPA believes that the omissions are intended to mislead finan
cial statement users.
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• The CPA determines that he or she is not independent with
respect to the entity, and the client requires reviewed or audited
financial statements.
• There have been substantial limitations on the scope of the
engagement.
• The client has prohibited the CPA from corresponding with the
entity's legal counsel or has refused to sign a client representation
letter in an audit or review engagement. The client is now request
ing that the CPA perform a step-down to a review or compilation
engagement.
• The compiled or reviewed financial statements contain departures
from GAAP that the client will not correct, and the CPA believes
that modification of the standard report would not adequately
communicate the deficiencies in the financial statements.
Financial Statem ents Sub m itted Electronically
Regulatory bodies or other users of financial statements may request
that financial statements that have been compiled or reviewed by the
accountant be submitted on a computer disk or through a data trans
mission network. Practitioners have asked about the applicability of
SSARS to financial statements submitted in electronic format and
about the mechanics of issuing a report if such media are used.
SSARS are applicable to financial statements submitted on a computer
disk or through a data transmission network; therefore, an accountant
must at least report on such financial statements as compiled. The
accountant's compilation report may be included on the disk or trans
mitted electronically through the data transmission network. There is
no requirement that the accountant's report be manually signed and,
therefore, no necessity for the accountant to submit a hard copy of the
financial statements and accountant's report in these circumstances.
In certain cases, the requesting party may require that the financial
statements be submitted on a prescribed form using an electronic
format. SSARS No. 3, Compilation Reports on Financial Statements Included
in Certain Prescribed Forms (AICPA, Professional Standards, vol. 2, AR
sec. 300), defines a prescribed form as a standard preprinted form
designed or adopted by the body to which it is to be submitted; for
example, forms used by industry trade associations, credit agencies,
banks, and governmental and regulatory bodies. A prescribed form
calls for departures from GAAP by specifying a measurement principle
not in conformity with GAAP or by failing to request the disclosures
required by GAAP. The AICPA's Auditing Standards Division believes
that the SSARS No. 3 definition of a prescribed form also encompasses
16

a prescribed form in electronic format. If the prescribed form is in elec
tronic format, and the form is designed without any means for the
accountant to include his or her compilation report on the financial
statements, the CPA should submit, separately, a hard copy of the
financial statements and compilation report to the requesting entity.
A greed -U p on Procedures and D ebt-C ovenant Letters
An accountant may be asked to provide a debt-covenant letter to a
client for submission to the client's bank. A debt-covenant letter provides
the bank with information about a borrower's compliance with speci
fied covenants of a loan agreement. An example of such a covenant is
a requirement that the borrower maintain certain financial-statement
ratios during the term of the loan.
Attempts to provide this service under the umbrella of a compilation
or review engagement are not workable because SSARS are applicable
to financial statements and not to compliance engagements. If a CPA is
asked to provide a debt-covenant letter to a client, the CPA should
consider performing the service as an agreed-upon procedures engage
ment under Statement on Standards for Attestation Engagements
(SSAE) No. 3, Compliance Attestation (AICPA, Professional Standards,
vol. 1, AT sec. 500).3
The objective of such an engagement is to perform certain agreedupon procedures related to the client's compliance with the terms of
the loan agreement and to present specific findings therefrom. The cli
ent will need to provide the accountant with the following:
• A written assertion about its compliance with the covenants of the
loan agreement. An example of such an assertion follows:
During the period from January 1 , 1994, to December 31, 1994,
ABC Company was in compliance in all material respects with
the borrower's covenants, specifically Section 10.1 through 10.20
of the loan agreement between ABC Company and XYZ Bank.
• A signed representation letter that includes all of the elements
listed in paragraph 70 of SSAE No. 3.
The practitioner and the specified users (the client and the bank)
must agree upon the procedures to be performed on management's
3SAS No. 62, Special Reports (AICPA, Professional Standards, vol. 1, AU sec. 623),
also deals with compliance engagements; however, compliance engagements
covered by SAS No. 62 may only be performed when the financial statements have
been audited. They may not be performed if the financial statements have only
been compiled or reviewed.
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assertion about its compliance with the borrower's covenants of the
loan agreement. The procedures may be as limited or extensive as the
users desire, as long as the users participate in establishing the proce
dures to be performed and take responsibility for the adequacy of the
procedures for their purposes. The practitioner should ascertain
whether the users have a clear understanding of the procedures to
be performed by discussing the assertion and the procedures with
the users.
An example of the type of report that would be issued by the practi
tioner is the following.
Independent Accountant's Report
We have performed the procedures enumerated below, which
were agreed to by ABC Company and XYZ Bank, solely to assist
the users in evaluating management's assertion about ABC Com
pany's compliance with the borrower's covenants, specifically
Section 10.1 through 10.20 of the loan agreement between ABC
Company and XYZ Bank during the year ended December 31,
1994. The sufficiency of these procedures is solely the responsi
bility of the specified users of the report. Consequently, we make
no representation regarding the sufficiency of the procedures
described below either for the purpose for which the report has
been requested or for any other purpose.
[The procedures and findings are enumerated in separate paragraphs
of the report.]
These agreed-upon procedures are substantially less in scope than
an examination, the objective of which is the expression of an
opinion on ABC Company's assertion that it is in compliance with
the borrower's covenants, specifically Section 10.1 through 10.20 of
the loan agreement between ABC Company and XYZ Bank during
the year ended December 31, 1994. Accordingly, we do not express
such an opinion. Had we performed additional procedures, other
matters might have come to our attention that would have been
reported to you.
This report is intended solely for the information of the manage
ment of ABC Company and XYZ Bank, and should not be used by
those who did not participate in determining the procedures.
SSAE No. 3 requires that a practitioner's report on agreed-upon proce
dures related to management's assertion about an entity's compliance
with specified requirements be in the form of procedures and findings.
A practitioner should not provide negative assurance about whether
management's assertion is fairly stated. For example, a practitioner
should not state in his or her report that, "Nothing came to my attention
that caused me to believe that ABC Company was not in compliance
with the borrower's covenants, specifically Section 10.1 through 10.20
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of the loan agreement between ABC Company and XYZ Bank during
the year ended December 31, 1994."
R ep orting on Budgets
Firms sometimes prepare monthly budgets for an upcoming fis
cal year. Management may request that interim or annual financial
statements be presented in comparative form with budgeted financial
information for an expired period so that actual results can be com
pared with budgeted results (historical financial statements for the six
months ended June 30, 19XX, presented with budgeted financial
information for the six months ended June 30, 19XX).
If the accountant is engaged to report on such a presentation, the
budgeted information for the expired period should be treated as sup
plementary information and the guidance in paragraph 43 of SSARS
No. 1 is applicable. Although the budgeted financial information was
once prospective information, it is no longer prospective information once
the period has expired. Here is a sample report that may be used when
compiled financial statements are accompanied by a budgeted income
statement for an expired period.
I have compiled the accompanying balance sheet of XYZ Com
pany as of June 3 0 , 19XX, and the related statements of incom ehistorical and budgeted, retained earnings and cash flows for the
year then ended in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute
of Certified Public Accountants. The budgeted income statement
information is presented for supplementary analysis purposes only.
A compilation is limited to presenting in the form of financial state
ments information that is the representation of management.
I have not audited or reviewed the accompanying financial state
ments (including the budgeted income statement information)
and, accordingly, do not express an opinion or any other form of
assurance on them.
Ordinarily, engagements to report on prospective financial informa
tion (financial information for an unexpired period) are covered by
SSAE No. 1, Attestation Standards, "Financial Forecasts and Projections"
(AICPA, Professional Standards, vol. 1, AT sec. 200). However, if manage
ment elects to present budgeted financial information that includes an
unexpired period (for example, the annual budget for 19XX), with
interim historical financial statements (the first six months of 19XX),
the accountant may report on the historical financial statements under
SSARS No. 1 and disclaim on the prospective budgeted financial infor
mation under a special disclaimer-for-budgets provision of the AICPA
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Audit and Accounting Guide Guide for Prospective Financial Information.
Under this provision, the accountant is not required to apply any
procedures to the prospective budgeted financial information as long
as the information (1) is labeled budget (2) does not extend beyond the
current fiscal year end, and (3) is presented with interim historical
financial statements for the current year.
If these criteria are met, the accountant is not required to apply com
pilation, agreed-upon, or examination procedures to the prospective
budgeted financial information, even if the presentation is intended for
third parties. In addition, the accountant is not required to disclose
significant assumptions or accounting policies that would ordinarily
be required for prospective budgeted information, provided that the
omission of this information is not, to the accountant's knowledge,
undertaken with the intention of misleading those who might use it.
The accountant issues a report indicating that he or she did not
examine or compile the budget and disclaims an opinion or any other
form of assurance on the budget. An example of an accountant's report
for compiled interim historical financial statements accompanied by an
annual budget is illustrated below.
I have compiled the accompanying balance sheet of XYZ Company
as of June 30, 19XX, and the related statements of income, retained
earnings, and cash flows for the six-month period then ended, in
accordance with Statements on Standards for Accounting and
Review Services issued by the American Institute of Certified
Public Accountants.
A compilation is limited to presenting in the form of financial state
ments information that is the representation of management.
I have not audited or reviewed the accompanying financial state
ments and, accordingly, do not express an opinion or any other
form of assurance on them.
The accompanying budget of XYZ Company for the year ending
December 31, 19XX, has not been compiled or examined by me,
and, accordingly, I do not express an opinion or any other form of
assurance on it.
Management has elected to omit the summaries of significant
assumptions and accounting policies required under established
guidelines for presentation of prospective financial statements.
If the omitted summaries were included in the budgeted infor
mation, they might influence the user's conclusions about the
Company's budgeted information. Accordingly, this budgeted
information is not designed for those who are not informed about
such matters.
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P ractice-M onitoring Program s
Statement on Quality Control Standards No. 1, System of Quality
Control for a CPA Firm (AICPA, Professional Standards, vol. 2, QR sec. 10)
issued in November 1979, requires that every CPA firm, regardless of its
size, have a system of quality control for its accounting and auditing
practice. In 1988, AICPA members approved an amendment to the
Institute's bylaws requiring all AICPA members who are engaged in
the practice of public accounting to practice only with a firm that is
enrolled in a practice-monitoring program. The program requires a
firm to have an independent review of its accounting and auditing
practice every three years. The objectives of the practice-monitoring
programs are achieved through the performance of reviews that are
tailored to the size of the firm and the nature of its practice. Firms that
perform audits of historical or prospective financial statements have
on-site reviews, while firms that only perform compilation or review
engagements have off-site reviews of selected reports on those ser
vices, unless they elect to have an on-site review.
Currently, firms that are members of the Private Companies Prac
tice Section (PCPS) or the SEC Practice Section (SECPS) of the AICPA
Division for CPA Firms are monitored under the PCPS and SECPS
peer review programs, respectively. Firms that are not members of the
AICPA Division for CPA Firms are monitored under the AICPA quality
review program.
In 1990, the AICPA Special Committee on Governance and Structure
recommended that the PCPS peer review program and the AICPA
quality review program be combined into a single program. This
recommendation has been under study for the last year. Based on
the results of that study and the recommendations of the affected
parties, in October 1994, the AICPA Council approved the combina
tion effective for reviews beginning on or after April 3, 1995. The
combined program will be administered by the individual state
societies in accordance with standards and procedures established
by the AICPA Peer Review Board and will be called the AICPA peer
review program.
If a firm performs no audits, reviews, or compilations (for example,
a firm that only provides bookkeeping services not involving the
issuance of financial statements, or that provides tax services), the firm
is not required to have a review. However, it must enroll in one of the
AICPA's practice-monitoring programs. If a firm performs even one
audit, review, or compilation engagement, the firm will be required to
have a review of its practice.
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Recurring Deficiencies Noted in
Compilation and Review Engagements
Certain frequently recurring reporting deficiencies are noted in peer
and quality review letters of comment on compilation and review
engagements. Among these deficiencies are the failure of the accoun
tant's report to—
• Refer to all periods presented in the financial statements.
• Refer to supplementary information.
• Indicate, when appropriate, that the financial statements are
presented in conformity with an other comprehensive basis of
accounting (OCBOA).
• Indicate that a statement of cash flows is not presented.
• Identify GAAP departures.
• Cite titles that match the titles of the financial statements.
• Indicate, when appropriate, that substantially all disclosures have
been omitted.
Commonly noted deficiencies in financial statements include—
• Deficiencies in financial-statement disclosures concerning concen
tration of credit risk, related-party transactions, income taxes, and
long-term debt.
• OCBOA financial statements that have GAAP titles.
• Incorrectly prepared cash-flow statements.
• Failure to include a reference to the accountant's report at the
bottom of each page of the financial statements.
O th er C om p reh ensive B asis of
A ccounting (O C BO A ) Financial Statem ents
SAS No. 62 indicates that financial statements may be prepared using
a comprehensive basis of accounting other than GAAP. It defines an
OCBOA as one of the following four:
1.

2.
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A basis of accounting used to comply with the requirements of a
governmental regulatory agency, such as a basis of accounting
used by insurance companies to comply with the rules of a state
insurance commission
A basis of accounting that the entity uses to file its income tax return

3.

The cash receipts and disbursements basis of accounting,
and modifications of the cash basis having substantial sup
port, such as recording depreciation on fixed assets or accruing
income taxes

4.

A definite set of criteria having substantial support that is applied
to all material items appearing in financial statements, such as the
price-level basis of accounting

The two most frequently used OCBOAs are cash and tax. One of the
problems encountered by OCBOA financial-statement preparers is the
absence of authoritative accounting standards for these bases of
accounting. This results in a great deal of variation in practice. For
example, the cash basis of accounting, in its pure form, recognizes
revenues and expenses based on the receipt and disbursement of cash.
Since all cash disbursements are treated as expenses, the purchase of
fixed assets or inventory would be recorded as an expense rather than
as an asset. In practice, the pure cash basis of accounting is rarely used.
Paragraph 4c of SAS No. 62 sanctions variation in the cash basis of
accounting because it states that modifications of the cash basis having
substantial support, such as recording depreciation on fixed assets or
accruing income taxes, are considered OCBOAs.
AICPA Technical Practice Aid section 1500.05, Substantial Support for
Modifications in Cash Basis, clarifies the meaning of the term substantial
support with respect to modifications of the cash basis of accounting. It
states that ordinarily a modification has substantial support if it is
equivalent to the accrual basis of accounting for that item and if the
method is not illogical (such as recording revenue on the accrual basis
and recording purchases and other costs on the cash basis).
Modifications of the cash basis of accounting that have evolved
through common usage and that are recognized as having substantial
support in practice are recording—
• Property, plant, and equipment purchases as assets.
• Accumulated depreciation.
• Inventory purchases as an asset.
• Liabilities arising from the receipt of borrowed cash.
• Payroll and withholding taxes not deposited with the IRS or state
or local governmental agency.
• Income taxes accrued on the current year's cash income.
Other matters to keep in mind when preparing OCBOA financial
statements are addressed in the following sections.
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Consistency
When using an OCBOA, management should be consistent in its
application to the financial statements as a whole. For example, use of
the cash basis for expenses and liabilities, and the modified cash basis
for revenues and receivables (accruing these items) would obviously
result in misleading financial statements.

Financial-Statement Titles
OCBOA financial-statement titles should alert the reader to the basis
of accounting used in the financial statements. Paragraph 7 of SAS
No. 62 states that the terms balance sheet, statement of financial position,
statement of income, statement of operations, and statement of cash flows, or
similar unmodified titles are generally understood to be applicable
only to financial statements that are intended to present financial posi
tion, results of operations, or cash flows in conformity with GAAP.
Cash-basis financial-statement titles such as Statement of Assets and
Liabilities Arising From Cash Transactions, or Statement of Revenue Collected
and Expenses Paid make it clear that the financial statements have been
prepared on the cash basis.

Financial-Statement Disclosures
The use of an OCBOA does not eliminate the need for adequate
disclosures in financial statements. SSARS No. 7 clarified existing prac
tice by adding a footnote to SSARS No. 1 indicating that the source
of guidance for evaluating the adequacy of disclosure in financial
statements prepared in conformity with an OCBOA is paragraphs 9
and 10 of SAS No. 62. Those paragraphs require that OCBOA financial
statements include "all informative disclosures that are appropriate for
the basis of accounting used." In essence, OCBOA financial statements
should include the same disclosures as would be required for similarly
presented items in GAAP statements. The AICPA's Technical Informa
tion Division has prepared a new nonauthoritative publication, Guide
to Cash and Tax Basis Financial Statements, scheduled for release in
December 1994. The guide provides a comprehensive discussion of
recognition, measurement, and disclosure issues faced by preparers
of cash and tax-basis financial statements, supplemented by the results
of a survey of 2,000 members of the AICPA's Private Companies Practice
Section as to their experiences on these issues. Various practice aids are
included in the guide, such as sample cash and tax-basis financial
statements, financial-statement disclosure checklists, and sample
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accountants' reports (Product No. 006700ZW, $35 for members/$38.50
for nonmembers).
G A A P for C om p iled or Review ed Financial Statem ents
Although there are different reporting and performance standards
for compilation, review, and audit engagements, the accounting prin
ciples to be followed for compiled and reviewed financial statements
are the same as those for audited financial statements.
An exception to that rule is found in SSARS No. 1, which permits the
accountant to compile financial statements that omit substantially all of
the disclosures required by GAAP. If the accountant compiles such
financial statements, a special compilation report is issued that alerts
readers to the fact that the disclosures have been omitted.
Footnote 3 of SSARS No. 1 states that the GAAP hierarchy presented
in SAS No. 69, The Meaning of Present Fairly in Conformity With Gener
ally Accepted Accounting Principles in the Independent Auditor's Report
(AICPA, Professional Standards, vol. 1, AU sec. 411), is also applicable to
compilations and reviews of financial statements performed under
SSARS. A table summarizing the GAAP hierarchy is reproduced on
this page. Sources of accounting principles included in level a of the
hierarchy take precedence over those in level b; however, if the level a
sources do not address a specific accounting issue, the accountant
should look to the next level of the hierarchy for guidance.
.16 GAAP Hierarchy Summary
____ Nongovernmental Entities_____
Established Accounting Principles
a FASB Statements and Interpretations, APB Opinions,
and AICPA Accounting
Research Bulletins

b

FASB Technical Bulletins,
AICPA Industry Audit and
Accounting Guides, and
AICPA Statements of Position

State and Local Governments
a GASB Statements and Inter
pretations, plus AICPA and
FASB pronouncements if
made applicable to state and
local governments by a GASB
Statement or Interpretation
b GASB Technical Bulletins,
and the following pronounce
ments if specifically made
applicable to state and local
governments by the AICPA:
AICPA Industry Audit and
Accounting Guides and
AICPA Statements of Position
(Continued on next page)
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Nongovernmental Entities

State and Local Governments

c Consensus positions of the
FASB Emerging Issues
Task Force and AICPA
Practice Bulletins

c Consensus positions of the
GASB Emerging Issues Task
Force† and AICPA Practice
Bulletins if specifically made
applicable to state and local
governments by the AICPA
d "Qs and As" published by
the GASB staff, as well as
industry practices widely
recognized and prevalent

d AICPA accounting interpreta
tions, "Qs and As" published
by the FASB staff, as well as
industry practices widely
recognized and prevalent
Other Accounting Literature*
Other accounting literature,
including FASB Concepts
Statements; AICPA Issues
Papers; International
Accounting Standards
Committee Statements;
GASB Statements, Inter
pretations, and Technical
Bulletins; pronouncements
of other professional associa
tions or regulatory agencies;
AICPA Technical Practice Aids;
and accounting textbooks,
handbooks, and articles

Other accounting literature,
including GASB Concepts
Statements; pronouncements
in categories (a) through (d) of
the hierarchy for nongovern
mental entities when not
specifically made applicable
to state and local govern
ments; FASB Concepts State
ments; AICPA Issues Papers;
International Accounting
Standards Committee State
ments; pronouncements of
other professional associa
tions or regulatory agencies;
AICPA Technical Practice Aids;
and accounting textbooks,
handbooks, and articles

*In the absence of established accounting principles, the auditor may consider
other accounting literature, depending on its relevance in the circumstances.
†As of the date of this section, the GASB had not organized such a group.

Because several standard-setting bodies establish GAAP, there is no
single publication that includes all of the GAAP pronouncements;
however, the following publications contain pronouncem ents
included in levels a through d of the GAAP hierarchy (must know
GAAP) and—if acquired and maintained—should provide accoun
tants with an appropriate accounting library.
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FASB Original Pronouncements—Accounting Standards
This two-volume set contains the original text of accounting
pronouncements. It includes Financial Accounting Standards Board
(FASB) Statements of Financial Accounting Standards and Interpreta
tions, APB Opinions, AICPA Accounting Research Bulletins, FASB
Technical Bulletins, and AICPA Accounting Interpretations. The
pronouncements are arranged chronologically and the text includes
a topical index (Product No. 005044ZW, $83.50 for members and
nonmembers).

AICPA Technical Practice Aids (Including Statements of Position)
Statements of Position (SOPs) and Practice Bulletins issued by the
Accounting Standards Executive Committee (AcSEC) are included in
this text. This publication also contains a selection of nonauthoritative
audit, review, compilation, and accounting questions answered by the
AICPA's Technical Information Service (Product No. 005054ZW, $60 for
members and nonmembers).

FASB Emerging Issues Task Force Abstracts
This text contains a summary of the proceedings of the FASB's
Emerging Issues Task Force (EITF). Each abstract summarizes the
accounting issues involved and the results of the discussion, including
any consensus reached on the issue. EITF Abstracts are available from
the FASB by calling (203) 847-0700, ext. 10 (Product No. EAB94, $33 for
members and nonmembers).

FASB Staff Qs and As
Qs and As are published by the FASB staff and provide guidance on
the implementation of FASB Statements. The following Qs and As are
available from the FASB (product numbers are shown in parentheses):
A Guide to the Implementation of Statement 87 on Employers' Accounting
for Pensions (Product No. PQA87)
A Guide to the Implementation of Statement 88 on Employers' Accounting
for Settlements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits (Product No. PQA88)
A Guide to the Implementation of Statement 91 on Accounting for Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and
Initial Direct Costs of Leases (Product No. LQA91)
A Guide to the Implementation of Statement 106 on Employers' Accounting
for Postretirement Benefits Other Than Pensions (Product No. PQA106)
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A Guide to the Implementation of Statement 109 on Accounting for Income
Taxes (Product No. TQA109)
Copies of Qs and As are available from the FASB ($8.80 for members
and $11 for nonmembers).

Compilations and Reviews of Governmental Entities
Practitioners who compile or review the financial statements of state
and local governmental entities should supplement their professional
libraries with the Codification of Governmental Accounting and Financial
Reporting Standards. This text contains current authoritative accounting
and financial reporting standards for state and local governmental
entities. Governmental Accounting Standards Board (GASB) State
ments, Interpretations, and Technical Bulletins are included. To order,
call the FASB at (203) 847-0700, ext. 10 (Product No. GCD93, $42.50 for
members and nonmembers).

AICPA Audit and Accounting Guides
These guides summarize the practices applicable to specific indus
tries and describe relevant matters, conditions, and procedures unique
to these industries. The accounting guidance included in AICPA Audit
and Accounting Guides is in the GAAP hierarchy as authoritative
GAAP. If an accountant compiles or reviews the financial statements of
an entity, SSARS No. 1 requires that the accountant have or acquire a
level of knowledge of the accounting principles and practices of the
industry in which the entity operates. Although the audit guidance
included in the guides may not be relevant to practitioners performing
compilation and review engagements, the accounting guidance, illus
trative financial statements, and industry background included in the
guides should help accountants acquire knowledge of a specific indus
try. Guides are available for the following industries (product numbers
are shown in parentheses).
Agricultural Producers and Agricultural Cooperatives (012143ZW)
Airlines (013179ZW)
Banks (011174ZW)
Brokers and Dealers in Securities (012177ZW)
Casinos (013146ZW)
Certain Nonprofit Organizations (013165ZW)
Colleges and Universities (013323ZW)
Common Interest Realty Associations (CIRAs) (012484ZW). This
guide contains a chapter on compilations and reviews of CIRAs.
Construction Contractors (012092ZW)
Credit Unions (012049ZW)
Employee Benefit Plans (012333ZW)
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Entities with Oil and Gas Producing Activities (012087ZW)
Federal Government Contractors (012434ZW)
Finance Companies (012462ZW)
Investment Companies (012139ZW)
Property and Liability Insurance Companies (011917ZW)
Providers of Health Care Services (012427ZW)
Savings Institutions (012103ZW)
State and Local Governmental Units (012054ZW)
Stock Life Insurance Companies (012035ZW)
Voluntary Health and Welfare Organizations (012158ZW)
Copies of Audit and Accounting Guides are available from the
AICPA Order Department ($27 for members, $29.75 for nonmembers).
For ordering information, see page 47 under "Order Department."
Electronic Pronouncem ents
The following professional standards are available in electronic
format for computer use.

AICPA Pronouncements
To order, call the AICPA Order Department at (800) TO-AICPA.
Product numbers and prices are shown in parentheses. Disks are avail
able in 3½ -inch (1.44MB) or 5 ¼ -inch (1.2MB) sizes. Subscribers receive
updates approximately four times a year.
• Professional Standards—Subscription (Product No. G01030ZW, $162.50
for members/$200 for nonmembers) or Annual Edition (Product
No. 016970ZW, $98.75 for members/$108.50 for nonmembers)
• Technical Practice Aids—Subscription (Product No. G01031ZW, $162.50
for members/$180.55 for nonmembers) or Annual Edition (Product
No. 016969ZW, $97.50 for members/$107.50 for nonmembers)
• Audit and Accounting Guides—Subscription (Product No. G01009ZW,
$299 for members/$370 for nonmembers)
• Index to Accounting and Auditing Pronouncements—Annual Edition
(Product No. 016968ZW, $60 for members/$66 for nonmembers)
These products are compatible with computer systems that have the
following specifications:
• IBM PC or 100-percent compatible systems
• DOS 2.0 (or higher)
• 512K RAM minimum
• Single diskette and hard drives
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Financial Accounting Standards Board Pronouncements
The Financial Accounting Research System (EARS) is available from
the FASB. To order, call the FASB at (203) 847-0700, extension 558. Disks
are available in 3½ -inch (1.44MB) or 5 ¼-inch (1.2MB) sizes. Purchasers
receive updates approximately four tim es a year. The FARS annual
service includes the following:
• Original Pronouncements—FASB Statements, Interpretations, Tech
nical Bulletins, Concepts Statements; ARBs 43-51; APB Opinions
and Statements; AICPA Accounting Interpretations and Termi
nology Bulletins
• Current Text—Integration of financial accounting and reporting
standards arranged by topic for general and industry standards
• EITF Abstracts—Full text of abstracts of issues considered by the
Emerging Issues Task Force
• Implementation Guides—Questions and answers from FASB Special
Reports and other published implementation guidance
The FARS is compatible with computer systems that have the follow
ing specifications:
• IBM PC, XT, AT, PS/2 or systems that are 100-percent compatible
• 512K RAM minimum
• DOS 3.0 (or higher)
• Hard disk drive (complete system requires 12MB)
• Color or monochrome monitor (color recommended due to shad
ing techniques used in some of the literature)
For single-user systems, the cost for the service is $448 for members4
and academics. For all others, the cost is $560.
For network application, based on concurrent use, one set of disks
will be provided for installation. The cost for the first user is $448
for members and academics and $560 for all others. For each addi
tional user, the cost is $396 for members4 and academics and $495 for
all others.

Governmental Accounting Standards Board Pronouncements
The Governmental Accounting Research System (GARS) is available
from the Governmental Accounting Standards Board (GASB). To order,
4This means members of the Financial Accounting Foundation and Accounting
Research Association of the AICPA.
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call the GASB at (203) 847-7000, ext. 558. Disks are available in 3½ inch
(1.44MB) or 5¼ inch (1.2MB). Purchasers receive updates twice a year.
The GARS annual service includes the following:
• Original Pronouncements—GASB Statements, Interpretations,
Technical Bulletins, Concepts Statements; NCGA Statements,
Interpretations, Concepts Statement; and selected AICPA State
ments of Position
• Codification—Intergration of financial accounting and reporting
standards arranged by topic
• Implementation Guides—Questions and answers pertaining to
selected GASB Statements
• Comprehensive Topical Index—Combined topical index to all of
the above
The computer system specifications for the GARS are the same as the
specifications for the EARS except that the GARS requires only 5MB of
hard disk space.
For single-user systems, the cost for the service is $236 for members5
and academics. For all others, the cost is $295. For information on
network configurations, call (203) 847-0700, ext. 575.
N ew G A A P R equirem ents

Derivative Financial Instruments—A Brief Overview
This past year, an increasing amount of attention has been focused
on derivative financial instruments, which are financial instruments
whose values are derived from underlying market rates or indices.
Although there are a variety of derivative financial instruments, they
are generally variants or combinations of two kinds of contracts. Those
with elements of a forward obligate one party to buy and another party
to sell an underlying instrument at a future date—a two-sided contract
in which each party has either a favorable or unfavorable outcome
resulting from changes in the value of the underlying instrument.
Those with elements of an option provide one party (the option
holder) with a right, but not an obligation, to buy or sell an underlying
instrument. The other party (the option writer) is obligated to sell or
buy the underlying instrument if the holder exercises the right. An
option-based contract is one-sided in the sense that the holder experi
ences a favorable outcome while the writer experiences an unfavorable
5This m eans members of the Financial Accounting Foundation—GASB.
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outcome in the event that the right is exercised. If market conditions
indicate that there will be an unfavorable outcome for the holder, the
holder will allow the right to expire unexercised, resulting in a neutral
outcome for both parties (except for the contract fee paid to the writer
by the holder).
Given the constant innovation and complexity of derivatives, the
accounting literature does not explicitly cover all derivatives; how
ever, several derivative-related projects are currently under way. The
FASB is conducting a major project on the recognition, measure
ment, and disclosure of financial instruments that has resulted in
the following:
• Statement No. 105, Disclosure of Information about Financial Instru
ments with Off-Balance-Sheet Risk and Financial Instruments with
Concentrations of Credit Risk (FASB, Current Text, vol. 1, sec. F25)
• Statement No. 107, Disclosures about Fair Value of Financial Instru
ments (FASB, Current Text, vol. 1, sec. F25)
• Statement No. 114, Accounting by Creditors for Impairment of a Loan
(FASB, Current Text, vol. 1, sec. I08)
• Statement No. 115, Accounting for Certain Investments in Debt and
Equity Securities (FASB, Current Text, vol. 1, secs. F80, I08, and I80)
• FASB Interpretation No. 39, Offsetting of Amounts Related to Certain
Contracts (FASB, Current Text, vol. 1, sec. B10)
The FASB's project also includes a comprehensive review of hedge
accounting.
In addition, in October 1994, the FASB issued Statement No. 119,
Disclosure about Derivative Financial Instruments and Fair Value of Financial
Instruments (FASB, Current Text, vol. 1, sec. F25). The Statement requires
disclosures about derivative financial instruments—futures, forward,
swap, and option contracts, and other financial instruments with similar
characteristics. It also amends the existing requirements of FASB State
ment Nos. 105 and 107.
The Statement requires disclosures about the amounts, nature, and
terms of derivative financial instruments that are not subject to State
ment No. 105 because they do not result in off-balance-sheet risk of
accounting loss. It requires that a distinction be made between finan
cial instruments held or issued for trading purposes (including dealing
and other trading activities measured at fair value with gains and
losses recognized in earnings) and financial instruments held or issued
for purposes other than trading. It also amends FASB Statement Nos.
105 and 107 to require that distinction in certain disclosures required by
those Statements.
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The Statement is effective for financial statements issued for fiscal
years ending after December 15, 1994, except for entities with less than
$150 million in total assets. For those entities, the effective date is
for financial statements issued for fiscal years ending after Decem
ber 15, 1995.
The FASB's Emerging Issues Task Force (EITF) has also addressed
several accounting issues related to derivatives. To obtain a copy of EITF
Abstracts, call the FASB at (203) 847-0700, ext. 10 (Product No. EAB94).
Other guidance related to derivatives is provided by the following:
• Statement No. 52, Foreign Currency Translation (FASB, Current Text,
vol. 1, sec. F60)
• Statement No. 80, Accounting for Futures Contracts (FASB, Current
Text, vol. 1, sec. F80)
• AICPA Issues Paper No. 86-2, Accounting for Options (Product
No. 830470ZW, $13.50 for members/$14.75 for nonmembers)
Entities use derivatives (1) to manage risk, that is, to hedge, and
(2) to speculate. Derivatives used for hedging purposes and those used
for speculation should be accounted for differently. FASB Statement
Nos. 52 and 80, and certain EITF Issues set forth specific criteria that
must be met when derivatives are to be accounted for as hedges.
The AICPA plans to issue Derivatives—Current Accounting and Audit
ing Literature by year end. The document will provide background
information on derivatives and overviews of related accounting and
auditing considerations. Call the AICPA Order Department at (800)
TO-AICPA for more information.

Impairment of Loans
In May 1993, FASB Statement No. 114, Accounting by Creditors for
Impairment of a Loan (FASB, Current Text, vol. 1, secs. I08 and D22), was
issued. This Statement applies to financial statements for fiscal years
beginning after December 1 5 , 1994. Earlier application is encouraged.
FASB Statement No. 114 is applicable to all creditors, not just financial
institutions, and to all loans that are identified for evaluation, uncol
lateralized as well as collateralized. Large groups of smaller balance
homogeneous loans collectively evaluated for impairment, loans
measured at fair value or at the lower of cost or fair value, leases, and
debt securities as defined in FASB Statement No. 115 are excluded from
the scope of this Statement.
A loan, for purposes of FASB Statement No. 114, is a contractual right
to receive money, on demand or on fixed or determinable dates, that is
recognized as an asset in the creditor's statement of financial position.
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Examples include, but are not limited to, accounts receivable (with terms
exceeding one year) and notes receivable. The Statement provides that
a loan is impaired when it is probable that a creditor will be unable to
collect all amounts due (both the contractual interest payments and the
principal payments) according to the terms of the loan agreement. The
term probable means that the future event or events are likely to occur,
consistent with its use in FASB Statement No. 5, Accounting for Contin
gencies (FASB, Current Text, vol. 1, sec. C59). Statement No. 114 requires
that impairment be measured based on the present value of expected
future cash flows discounted at the loan's effective interest rate or as a
practical expedient, at the loan's observable market price or the fair
value of collateral if the loan is collateral-dependent.
The Statement amends FASB Statement No. 5 to clarify that a creditor
should evaluate the collectibility of both contractual interest and con
tractual principal of all receivables when assessing the need for a loss
accrual. The Statement also amends FASB Statement No. 15, Accounting
by Debtors and Creditors for Troubled Debt Restructurings (FASB, Current
Text, vol. 1, sec. D22), to require that a creditor measure all loans
restructured in a troubled debt restructuring involving a modification
of terms in accordance with the provisions of FASB Statement No. 114.
In October 1994, the FASB issued FASB Statement No. 118, Accounting
by Creditors for Impairment of a Loan—Income Recognition and Disclosure
(FASB, Current Text, vol. 1, sec. I08). FASB Statement No. 118 amends
FASB Statement No. 114 to allow creditors to use existing methods for
recognizing interest income on impaired loans. To accomplish that, it
eliminates the provisions in FASB Statement No. 114 that describe how
creditors should report income on impaired loans.
FASB Statement No. 118 does not change the provisions in FASB
Statement No. 114 that require creditors to measure impairment based
on the present value of expected future cash flows discounted at the
loan's effective interest rate, or as a practical expedient, at the observable
market price of the loan or the fair value of the collateral if the loan
is collateral-dependent.
FASB Statement No. 118 amends the disclosure requirements in
FASB Statement No. 114 to require disclosure of information about the
recorded investment in certain impaired loans and about how creditors
recognize interest income related to those loans. FASB Statement No.
118 is effective concurrently with the effective date of FASB Statement
No. 114, that is, for financial statements for fiscal years beginning after
December 15, 1994, with earlier application encouraged.
Aspects of applying the Statements that warrant particular consider
ation include—
• Identification of all loans to which the Statement should be applied.
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• Estimates of future cash flows and interest rates used to discount
those cash flows.
• Amounts used to measure impairment if alternatives to presentvalue amounts (observable market prices or fair values of collateral)
are used.

Contributions Received and Made
In June 1993, the FASB issued FASB Statement No. 116, Accounting for
Contributions Received and Contributions Made (FASB, Current Text, vol. 1,
sec. C67). The Statement is effective for financial statements issued for
fiscal years beginning after December 15, 1994. Statement No. 116
establishes accounting standards for contributions and applies to all
entities that receive or make contributions. With issuance of this Statement,
the FASB has specified when and on what basis contributions should
be recognized by both contributors and recipients. Generally, contribu
tions received, including unconditional promises to give, are recog
nized as revenues in the period received at their fair values.
Contributions made, including unconditional promises to give, are
recognized as expenses in the period made at their fair values. Condi
tional promises to give, whether received or made, are recognized
when they become unconditional, that is, when the conditions are
substantially met.

Investments in Securities
In May 1993, the FASB issued Statement No. 115 which is effective for
1994 calendar years. The Statement supersedes FASB Statement No. 12,
Accounting for Certain Marketable Securities, and its related interpreta
tions. FASB Statement No. 115 will affect almost all business enterprises;
however, the greatest effect is expected to be on financial-services
entities. The Statement covers all debt securities as well as equity
securities that have readily determinable fair values. Not covered are
securities accounted for by the equity method and investments in
consolidated subsidiaries.
The Statement does not apply to enterprises whose specialized
accounting practices include accounting for substantially all invest
ments in debt and equity securities at market value or fair value, with
changes in value recognized in earnings or in the change in net assets.
Examples of those enterprises are brokers and dealers in securities,
defined-benefit pension plans, and investment companies. The State
ment also does not apply to not-for-profit organizations; however, it
does apply to cooperatives and mutual enterprises, including mutual
insurance companies.
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FASB Statement No. 115 establishes the following three categories of
reporting debt and marketable equity securities:
• Held-to-Maturity Securities—Debt securities that the entity has the
positive intent and ability to hold to maturity, to be reported at
amortized cost
• Trading Securities—Debt and equity securities that are bought and
held principally for the purpose of selling them in the near future,
to be reported at fair value, with unrealized gains and losses
included in earnings
• Available-for-Sale Securities—Debt and equity securities not classi
fied as either held-to-maturity or trading, to be reported at fair
value, with unrealized gains and losses excluded from earnings
and reported in a separate component of equity until realized
Paragraph 8 of the Statement indicates that certain changes in circum
stances may cause the enterprise to change its intent to hold a certain
security to maturity without calling into question the entity's intent to
hold other debt securities to maturity in the future. Such circum
stances include evidence of a significant deterioration in the issuer's
creditworthiness or a change in the tax law that eliminates or reduces
the tax-exempt status of interest on the debt security. In addition, other
events that are isolated, nonrecurring, and unusual for the reporting
enterprise that could not have been reasonably anticipated may cause
an entity to sell or transfer a held-to-maturity security without neces
sarily calling into question its intent to hold other debt securities to
maturity. Such sales and transfers of held-to-maturity securities are
expected to be rare.
According to paragraph 9 of the Statement, an entity should not clas
sify a debt security as held-to-maturity if the enterprise has the intent
to hold the security for only an indefinite period. Consequently, a debt
security should not, for example, be classified as held-to-maturity if
the enterprise anticipates that the security would be available for sale
in response to changes in market interest rates and related changes in
the security's prepayment risk, needs for liquidity, changes in the avail
ability of and the yield on alternative investments, changes in funding
sources and terms, or changes in foreign currency risk.
Reference should be made to paragraphs 19-22 of the Statement
which discuss the required disclosures related to these securities.

Advertising Costs
In December 1993, the AICPA issued Statement of Position (SOP) 93-7,
Reporting on Advertising Costs (Product No. 014804ZW, $8 for members/
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$9 for nonmembers), which will provide for increased consistency in
accounting for advertising costs. The Statement provides financial
reporting guidance for the annual financial statements of all entities
and all advertising other than that for which pronouncements included
in category (a) of paragraph 10 of SAS No. 69 provide guidance.
The Statement requires advertising costs to be expensed either as
incurred or the first time the advertising occurs except for certain
direct-response advertising (for example, direct-mail advertising).
Direct-response advertising should be capitalized if—
1.

The primary purpose of the advertising is to elicit sales to cus
tomers who could be shown to have responded specifically to
the advertising.

2.

The direct-response advertising results in a probable future eco
nomic benefit.

Printed sales materials, such as catalogs or brochures, can be
accounted for as prepaid supplies until they are distributed or it is no
longer anticipated that they will be used.
Not all costs attributable to direct-response advertising can be capital
ized. Only the following two kinds of costs should be included in
direct-response advertising reported as assets:
• Direct, incremental costs incurred in transactions with indepen
dent third parties (such as artwork or written advertising copy)
• The portion of payroll and payroll-related costs associated with
direct-response advertising activities
Items such as administrative costs, rent, and depreciation should not
be included in the capitalized direct-response advertising asset.
An entity should accumulate costs relating to a specific capitalized
direct-response advertisement and amortize those accumulated costs
ratably over the period during which it believes it will obtain sales (or
a benefit) as a result of the specific advertisement.
At each balance-sheet date, an entity should assess the realizability
of the carrying amount of capitalized advertising on a cost-pool-by
cost-pool basis. If the carrying amounts exceed the remaining future
net revenues, the excess should be reported as advertising expense in
the current period.
Financial statements should include the following disclosures relat
ing to advertising:
• For advertising other than direct-response advertising, the entity's
policy as to whether that advertising is expensed as incurred or
expensed the first time the advertising takes place
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• A description of the direct-response advertising that is capitalized,
the accounting policy for it, and the amortization period
• The total advertising expense charged to each income statement
presented (with separate disclosure of any write-downs of capital
ized advertising)
• The total amount of capitalized advertising in each balance sheet
presented
SOP 93-7 is effective for financial statements for years beginning after
June 1 5 , 1994. Although it can be applied earlier, costs incurred before
the initial application of the SOP should not be adjusted to the
amounts that would have been reported as assets had the SOP been in
effect when those costs were incurred. However, the concepts in the
SOP concerning amortization, net realizable value, and disclosures
should be applied to any unamortized costs reported as assets before
the initial application of the SOP that continue to be reported as assets
after the effective date.

Employers With Employee Stock Ownership Plans
In November 1993, the AICPA issued SOP 93-6, Employers' Accounting
for Employee Stock Ownership Plans (Product No. 014803ZW, $8 for members/$9 for nonmembers), to address accounting and reporting for
certain employee stock ownership plans (ESOPs). SOP 93-6 became
effective for fiscal years beginning after December 1 5 , 1993, and should
be applied in the first interim period of the employer's fiscal year.
Although the provisions must be applied to shares purchased by the
ESOP after December 31, 1992 (and not committed to be released as
of the beginning of the adoption year), they may be applied to shares
purchased before that date. Although SOP 93-6 applies to all ESOPs, it
concentrates on guidance for leveraged ESOPs (those having loans
payable to the employer or another party). The SOP does not change
the existing accounting for nonleveraged ESOPs.
SOP 93-6 includes disclosure requirements for all employers with
ESOPs, including disclosures relating to shares held by ESOPs before
adopting the SOP. It also addresses issues relating to pension reversion
ESOPs, ESOPs holding convertible preferred stock, and terminations.
A ccounting Issues

Restructuring Charges
In considering whether restructuring charges are appropriate, a
CPA should be alert to the premature accrual of future costs. Questions
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have been raised about when to accrue severance pay under FASB
Statement No. 112, Employers' Accounting for Postemployment Benefits
(FASB, Current Text, vol. 1, sec. P32). FASB Statement No. 112 indicates
that an employer may accrue a liability for employees' benefits for
future absences only if certain conditions are met (paragraph 6 of the
Statement). Paragraph 15 of FASB Statement No. 88, Employers'
Accounting for Settlements and Curtailments of Defined Benefit Pension Plans
and for Termination Benefits (FASB, Current Text, vol. 1, sec. P16), provides
guidance on the recognition of the liabilities for special and contractual
termination benefits. If an entity is unable to accurately forecast poten
tial future layoffs, the related cost of termination benefits and other
costs in connection with a restructuring, recording of liabilities for
these future costs at the date the restructuring is announced may be
premature. It is likely that the FASB's EITF will provide guidance on
when an entity may recognize a liability and an expense for costs
associated with a restructuring in EITF Issue No. 94-3, Liability Recogni
tion for Costs to Exit an Activity (Including Certain Costs Incurred in a
Restructuring). Auditors should monitor the EITF's activities for any
developments in this area. To obtain a copy of EITF Abstracts, call the
FASB at (203) 847-0700, ext. 10 (Product No. EAB94).

Environmental M atters6
The AICPA frequently receives inquiries about how to account for
environmental contingencies and liabilities. The applicable accounting
literature includes FASB Statement No. 5, FASB Interpretation No. 14,
Reasonable Estimation of the Amount of a Loss (FASB, Current Text, vol. 1,
sec. C59), and FASB Interpretation No. 39. In addition, guidance is
included in EITF Issue Nos. 89-13, Accounting for the Cost of Asbestos
Removal; 90-8, Capitalization of Costs to Treat Environmental Contamina
tion; and 93-5, Accounting for Environmental Liabilities. To obtain a copy
of EITF Abstracts, call the FASB at (203) 847-0700, ext. 10 (Product No.
EAB94). The EITF reached a consensus in EITF Issue No. 93-5 that an
environmental liability should be evaluated independently from any
potential claim for recovery (a two-event approach) and that the loss
arising from the recognition of an environmental liability should be
reduced only when a claim for recovery is probable of realization.
FASB Interpretation No. 39 discusses the appropriateness of offset
ting assets and liabilities in the balance sheet and states that such an

6The AICPA's Accounting Standards Executive Committee is developing an
Accounting Guide Environmental Remediation Liabilities, which is expected to be
issued as a final Guide in 1995.
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offset is improper except where a right of setoff exists. A right of setoff
is a debtor's legal right, by contract or otherwise, to discharge all or a
portion of the debt owed to another party by applying against the debt
an amount that the other party owes to the debtor. The following con
ditions must be met in order for a right of setoff to exist:
• Each of the two parties owes the other determinable amounts.
• The reporting party has the right to setoff the amount owed with
the amount owed by the other party.
• The reporting party intends to setoff.
• The right of setoff is enforceable by law.
A common occurrence is for management to inappropriately delay
the accrual of an environmental loss until sufficient information is
available to determine the best estimate of the liability. FASB Inter
pretation No. 14 requires entities to accrue a loss contingency when the
estimated loss is within a range of amounts.
Examples of factors that may indicate an increased risk of an entity's
exposure to environmental liabilities include—
• Participation in a real estate transaction or corporate merger
involving properties with environmental risks (for example, chem
ical companies).
• The purchase of land at a price significantly below local market
prices (a possible bargain sale due to environmental risk).
• The acquisition of new or increased insurance coverage against
environmental risks or liability to third parties.

Loan Covenants
Loan covenants represent one of the most common areas for report
ing and disclosure problems. Violations of certain loan provisions
could cause long-term debt to become a current liability. For some enti
ties, such a reclassification may raise questions about the entity's abil
ity to continue as a going concern.
Many loan agreements contain covenants that require the borrower
to maintain certain financial ratios or specified minimum or maximum
amounts for certain financial statement items. Many contain restric
tions on capital expenditures and dividends, and some even place
restrictions on executive compensation and benefits. If a violation has
occurred and exists at the balance-sheet date, no matter how "insignifi
cant" or "technical," FASB Statement No. 78, Classification of Obligations
That Are Callable by the Creditor (FASB, Current Text, vol. 1, sec. B05),
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requires that the entire loan be classified as a current liability, unless
one of the following conditions is met:
• The creditor waives or subsequently loses, for more than one year
from the balance-sheet date, its right to demand repayment.
• The obligation contains a grace period within which the debtor
may “cure" the violation and it is “probable" that the violation will
be cured.
In addition, if the obligation contains a grace period within which
the debtor may “cure" the violation and it is “probable" that the viola
tion will be cured, thereby resulting in a long-term debt classification
of the obligation, paragraph 5 of FASB Statement No. 78 requires that
the circumstances be disclosed.
An increasingly common clause in many loan documents is a subjec
tive acceleration provision that gives the lender the power to call a loan
without an objectively determinable cause (for example, a material
adverse change occurs). In such cases, FASB Technical Bulletin 79-3,
Subjective Acceleration Clauses in Long-Term Debt Agreements (FASB,
Current Text, vol. 1, sec. B05), which uses criteria in FASB Statement
No. 5, should be followed to evaluate the likelihood of debt acceleration.
Some loans contain "due on demand" clauses along with a schedule
of payments for principal and interest. The demand clause gives the
lender the right to call a loan at any time. EITF Issue No. 86-5, Classi
fying Demand Notes with Repayment Terms, concludes that loans with
"or on demand" clauses should always be considered current liabili
ties (except in the rare instance that a lender waives that right for a
period of one year). To obtain a copy of EITF Abstracts (Product No.
EAB94), call the FASB at (203) 847-0700, ext. 10.
A ccounting Pronouncem ents S oon to B e Issu ed

Impairment of Long-Lived Assets
In November 1993, the FASB issued an exposure draft of a proposed
Statement entitled, Accounting for the Impairment of Long-Lived Assets.
The proposed Statement addresses the accounting for the impairment
of long-lived assets, identifiable intangibles, and goodwill related to
those assets. It would establish guidance for recognizing and measur
ing impairment losses and would require that the carrying amount of
impaired assets be reduced to fair value.
When final, the Statement would require that long-lived assets and
identifiable intangibles to be held and used by an entity be reviewed for
impairment whenever events or changes in circumstances indicate
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that the carrying amount of the assets may not be recoverable. In per
forming the review for recoverability, an entity would estimate the
future cash flows expected to result from the use of the asset and its
eventual disposition. If the sum of the expected future net cash flows
(undiscounted and without interest charges) is less than the carrying
amount of the asset, an impairment loss would be recognized.
Measurement of an impairment loss for long-lived assets and iden
tifiable intangibles that an entity expects to hold and use would be
based on the fair value of the asset. Long-lived assets and identified
intangibles to be disposed of would be reported at the lower of cost or
fair value less cost to sell, except for assets that are covered by APB
Opinion No. 30, Reporting the Results of Operations—Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infre
quently Occurring Events and Transactions (FASB, Current Text, vol. 1,
secs. I1 3 , I17 and I22).
A final Statement is planned to be issued by year end and is expected
to be effective for financial statements issued for fiscal years beginning
after December 1 5 , 1994.

Risks and Uncertainties
The AICPA's Accounting Standards Executive Committee (AcSEC)
plans to issue by year end an SOP entitled, Disclosure of Certain Signifi
cant Risks and Uncertainties. The SOP will apply to financial statements
prepared in conformity with generally accepted accounting principles
applicable to nongovernmental entities. It applies to all entities that
issue such statements. It does not apply to summarized interim finan
cial statements.
The SOP will require reporting entities to include in their financial
statements disclosures about the nature of their operations and the use
of estimates in the preparation of financial statements. In addition, if
specified disclosure criteria are met, the SOP will require entities to
include in their financial statements disclosures about certain signifi
cant estimates and current vulnerability due to certain concentrations.
When final, the SOP will be effective for financial statements issued
for fiscal years ending after December 1 5 , 1995, and for financial state
ments for interim periods in fiscal years subsequent to the year for
which the SOP is first applied. Early application is encouraged but
not required.
A uditing Standards D ivisio n Pub lications
The following publications are published by the Auditing Standards
Division and are available from the AICPA Order Department by
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calling (800) TO-AICPA. Product numbers and prices are shown in
parentheses.

Codification of Statements on Standards for Accounting
and Review Services
Statements on Standards for Accounting and Review Services (SSARS)
are the standards by which compilation and review engagements
are performed (Product No. 057165ZW, $13 for members/$14.25 for
nonmembers).

Codification of Statements on Auditing Standards
Codification of Statements on Auditing Standards (SASs) includes SAS
Nos. 1-72 and Statements on Standards for Attestation Engagements
(SSAE). Practitioners performing compilation and review engage
ments may need to consult the auditing standards because the SASs
are the only source of authoritative accounting guidance in areas such
as subsequent events and evaluation of the adequacy of going-concern
disclosure. In addition, SSARS frequently refer the reader to the SASs
for amplification of topics mentioned in SSARS (Product No. 059024ZW,
$52 for members/$57.25 for nonmembers).
O th er Pronouncem ents
Following is a list of various authoritative pronouncements issued
from January 1 , 1994, to November 1 , 1994, and their effective dates.

Statements of Financial Accounting Standards and Technical
Bulletins Issued by the FASB7
To order copies, call the FASB at (203) 847-0700, ext. 10.
FASB
Statement
No. 118
(October 1994)

Description_____________
Accounting by Creditors
for Impairment of a L oan Income Recognition
and Disclosure

_____ Effective Date_____
Financial statements for
fiscal years beginning
after December 15, 1994.
(continued)

7See the Audit Risk Alert State and Local Governmental Industry Developments—1994
for recently issued Statements of the Governmental Accounting Standards Board.
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Description______________

FASB
Statement
No. 119
(October 1994)

Disclosure about Derivative
Financial Instruments
and Fair Value of
Financial Instruments

FASB Technical
Bulletin
No. 94-1
(April 20, 1994)

Application of Statement 115
to Debt Securities
Restructured in a Troubled
Debt Restructuring

_____ Effective Date_____
Financial statements
issued for fiscal years
ending after Decem
ber 15, 1994, except for
entities with less than
$150 million in total
assets. For those entities,
the effective date is for
financial statements
issued for fiscal years
ending after Decem
ber 15, 1995.
Financial statements
issued after April 30,
1994.

EITF Consensus Positions
To order copies of the following publications, call the FASB at (203)
847-0700, ext. 10.
_____ Description_________________
Recognition of Deferred Tax Assets
fo r a Parent Company's Excess Tax
Basis in the Stock of a Subsidiary
That Is Accounted for as a
Discontinued Operation

Date Position Reached
January 2 0 , 1994

93-18

Recognition of Impairment for an
Investment in a Collateralized
Mortgage Obligation Instrument
or in a Mortgage-Backed InterestOnly Certificate

March 24, 1994

94-2

Treatment of Minority Interests in
Certain Real Estate Investment Trusts

September 21-22,
1994

94-5

Determination of What Constitutes All
Risks and Rewards and No Significant
Unresolved Contingencies in a Sale of
Mortgage Loan Servicing Rights under
EITF Issue No. 89-5

September 21-22,
1994

93-17
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94-6
94-8

Description
Accounting for the Buyout of
Compensatory Stock Options

Date Position Reached
September 21-22,
1994

Accounting for Conversion of a
Loan into a Debt Security in a
Debt Restructuring

September 21-22,
1994

Statements of Position8 and Practice Bulletins Issued by the AICPA
To order copies, call the AICPA at (800) TO-AICPA. The cost is $8 for
members and $9 for nonmembers. Product numbers are shown in
parentheses.
SOP 93-7
(December 29,
1993)

Description
Reporting on Advertising
Costs (014804ZW)

Effective Date
Financial statements for
years beginning after
June 15, 1994. Earlier
application encouraged
in fiscal years for which
financial statements
have not been previ
ously issued.

SOP 93-8
(December 29,
1993)

The Auditor's Consideration
of Regulatory Risk-Based
Capital for Life Insurance
Enterprises (014811ZW)

Audits of life insurance
enterprises' financial
statements for
periods ending after
December 15, 1993.

SOP 94-1
(April 20, 1994)

Inquiries of State Insurance
Regulators (014812ZW)

Audits of financial
statements performed
for periods ending on
or after Decem
ber 15, 1994.

SOP 94-2
(September 2,
1994)

The Application of the
Requirements of Accounting
Research Bulletins, Opinions
of the Accounting Principles
Board, and Statements and

Financial statements
issued for fiscal years
beginning after Decem
ber 15, 1994, except notfor-profit organizations
(continued)

8The AICPA's Accounting Standards Executive Committee plans to issue by
year end an SOP entitled "Disclosure of Certain Significant Risks and Uncertain
ties." Refer to Risks and Uncertainties on page 42 of this Alert.
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Description
Interpretations of the Financial
Accounting Standards Board
to Not-for-Profit Organiza
tions (014881ZW)

Effective Date
that have less than $5
million in total assets
and less than $1 million
in annual expenses. For
those organizations, the
effective date is fiscal
years beginning after
December 1 5 , 1995.

SOP 94-3
(September 2,
1994)

Reporting of Related Entities
by Not-for-Profit Organiza
tions (014882ZW)

Financial statements
issued for fiscal years
beginning after Decem
ber 15, 1994, except
not-for-profit organiza
tions that have less
than $5 million in total
assets and less than
$1 million in annual
expenses. For those
organizations, the
effective date is fiscal
years beginning after
December 15, 1995.

SOP 94-4
(September 23,
1994)

Reporting of Investment
Contracts Held by Health and
Welfare Benefit Plans and
Defined-Contribution Pension
Plans (014801ZW)

Financial statements for
plan years beginning
after December 15,
1994, except that the
application of this SOP
to investment contracts
entered into before
December 31, 1993, is
delayed to plan years
beginning after Decem
ber 15, 1995.

Practice Bulletin Accounting for Preconfirma
No. 11
tion Contingencies in
(March 1994)
Fresh-Start Reporting

Financial statements of
enterprises that filed
petitions under the
Bankruptcy Code after
December 31, 1990.

Practice Bulletin Reporting Separate Investment
No. 12 (Septem Fund Option Information
ber 1994)
of Defined-Contribution
Pension Plans

Plan years beginning
after December 15, 1993.
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Description
Practice Bulletin Direct-Reponse Advertising
No. 13 (Decem and Probable Future Benefits
ber 1994)

_____ Effective Date
Advertising costs
incurred after Decem
ber 31, 1994 or upon
the adoption of
SOP 93-7, if later.

A ICPA S ervices

Technical Hotline
The AICPA Technical Information Service answers inquiries about
specific compilation and review problems. Call toll-free (800) TO-AICPA.

Ethics Division
The AICPA's Professional Ethics Division answers inquiries about
the application of the AICPA Code of Professional Conduct. Practi
tioners may call any of the following numbers:
(201) 938-3177
(201) 938-3181
(201) 938-3186

Order Department
To order AICPA products, write: AICPA Order Department,
ZW1193, P.O. Box 2209, Jersey City, NJ 07303-2209; order via FAX, (800)
362-5066; or call (800) 862-4272 (Dept. #1). Prices do not include ship
ping and handling. When ordering, please specify the product num
ber to ensure that you will receive the correct publication.
*

*

*

*

This Compilation and Review Alert replaces Compilation and Review
A lert—1993.
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